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A complete file— Saves the expense and space 
of a separate file for personal letters, catalogs, cir- 
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equipped with vertical files, center and uppers with 
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No sticking drawers — The patented “‘Y and E”’ 
frictionless slide eliminates jammed and swelled-tight 
drawers. A flip of the hand brings the heaviest 
drawer out to its full length. 
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School of Filing for information 
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Future Prospects of Excess Profits 
as a Basis for I'axation 


By ARNOLD R. BAar 


ITH the repeal of the excess profits 

tax as of December 31, 1921, it has 

been so generally accepted that this tax 
has gone for good from the fiscal scheme of 
our federal government that some may per- 
haps assume that my subject refers to a dead 
tax and to a future in another world. This, 
however, is very far from being the case. 
There has already been heard a very con- 
siderable demand for the restoration of the 
excess profits tax and such action would be 
strongly favored by a very large number of 
our citizens, particularly those influential vot- 
ers included in the ranks of labor and the 
farmers. 


A positive promise of the introduction of 
a bill to re-enact the excess profits tax, not 
only for the future but even to apply retro- 
actively back to the date of the repeal of the 
former law, is contained in the recent an- 
nouncement of Representative Frear of Wis- 
consin, that a bill for this purpose, and also 
to provide for a tax on undistributed earn- 
ings of corporations, will be presented and 
pressed by him at the next session of Congress. 
According to newspaper report, Mr. Frear 
has said: 


“ Developments of enormous surp 
cunvulated throughout the last ten years, 
since the beginning of the European war, 
have disclosed that a handful in number of 
great companies, after paying excess profits 


and all other taxes, and in many cases gen- 


lircac af. 
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erous annual cash dividends, also accumu- 
lated $2,000,000,000 in excess profits that, 
due to a teeter-totter five to four decision 
of the Supreme Court, will escape all per- 
sonal taxes and avoid any excess profits tax 
for 1922.” 


Large Revenue Needed 


One very good reason why the return of 
the excess profits tax must be regarded as a 
possibility is that for at least several years the 
government is going to need all the revenue 
which it can obtain from all available sources. 
Congress is going to be under pressure at all 
times to repeal some taxes and to reduce the 
rates of other taxes, including the individual 
normal tax and surtaxes and the corporation 
income tax. On the other hand, Congress 
will be faced with necessary expenditures 
probably approximating four billion dollars 
and certainly not much less than three and 
one-half billion dollars in each year for sev- 
eral years to come. 

There can be no doubt that the excess profits 
tax will be considered as one means of meeting 
this situation, in view of the fact that there has 
already been considerable political capital 
made out of its repeal! by the opponents of the 
present administration. Let me quote a speci- 
men of what has been said: 

“Even a Republican Congress unites to 
add to the Ford wealth. The company 
paid more than $50,000,000 in fedéral taxes 


r FM hE AA AT RT I BS 





in 1921. 
excess profits taxes it will pay only $16,- 
000.000 in 1922. The Fords are at least 
$34,000,000 richer and probably more be- 


Because of the abolition of the 


cause 1922 is a better business year. They 

are between $34,000,000 and $50,000,000 

richer because they pay no excess profits 
tax.” 

Another very good reason why the excess 
profits tax may be restored is that its repeal 
was very largely due to an incorrect idea as 
to its effect upon price levels. The fallacy in 
this argument has been tersely exposed as 
follows: 

“The repeal was partly based upon the 
exploded doctrine that the excess profits tax 
was the cause of high prices. The rise in 
prices began to be marked in July, 1915. In 
July, 1917, prices were 86% above the 1913 
level. No excess profits tax law was passed 
until October, 1917. So far, then, the prices 
were able to rise without any help from such 
‘taxation. The excess profits tax of 1917 ab- 
sorbed 15% of corporate net income. In 1918 
it absorbed 25%, but in 1919 the rates were 
so greatly reduced as to cut the yield in two. 
Yet prices went on rising until they stood at 
238 in December, 1919, and 266 in April, 
1920, years in which the excess profits tax 
collected per corporation was less than one- 
half of that collected in the years 1917 and 
1918. In 1921 the excess profits tax was still 
in effect and prices fell rapidly. In the 
year 1922 the excess profits tax was not 
in effect and prices are now rising. If 
the excess profits tax is the cause of high 
prices, it is a cause of the most peculiar qual- 
ity. It did a. great share of its work before 
it was conceived; it worked least efficaciously 
when it was strongest; instead of limiting it- 
self to an effect proportionate to itself, it 
worked with erratic and incalculable po- 


— Radical Laws Probable 


Having a newly-elected Congress of de- 
cidedly liberal, if not radical, tendencies and 
with leaders already committed to the policy 
of urging a restoration of the excess profits 


aaeer 


neglect to include consideration of the possi- 
bility of this tax in their plans for the future. 

The time element is probably as important 
as any other. There is no one who can posi- 
tively tell in advance what action Congress 
Even the 


will take nor when it will act. 
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leaders of the administration do not have 
definite information, as became clearly evi- 
dent in the wide variances between the admin- 
istration programs as to contents of former 
revenue laws and the time of their enactment 
and the actual results which were produced 
by Congress. The action of Congress is only 
the collective action of a large number of 
individuals, many of whom will insist upon 
taking part in the legislative process and di- 
recting the results. While, therefore, no one 
can make a guess which can be relied upon 
with certainty, it appears to be reasonably 
sure that Congress will not be able to enact 
any revenue legislation, particularly upon 
such a controverted question as the restora- 
tion of the excess profits tax, within the pres- 
ent session which adjourns in March. The 


‘new Congress, which assembles next Decem- 


ber, will not reach the stage of considering 
a law until January of 1924 and will do very 


well if it enacts any revenue legislation before | 


March or even June of 1924. It may, there- 
fore, be anticipated that at least twelve 


months will elapse before the excess profits | 


tax can again become a part of the federal 
system of taxation. 


May Be Retroactive 
Whether the tax, if restored, will be made 


retroactive and the extent of its retroactive | 


effect, will depend entirely upon the disposi- 


tion of Congress and the state of public i 


opinion. There is probably no constitutional 


prohibition against retroactivity of any extent . 


desired. On the other hand, an extreme retro- 


activity, in excess of certain tacitly recognized | 
limits, would be so unpopular that it need | 


not be regarded as one of the probabilities. 
It is not unlikely that when the bills are 


of introduction. While the continuity of the 


tax would furnish an argument for making 
it apply back to January 1, 1922, when the 


former tax was removed, this would doubtless 
involve such violent opposition that it seems 
hardly possible that the tax, if enacted in 
1924, will be made to apply back of January 
1, 1923, in any event, or more probably it will 
take effect only as of January 1, 1924. 
Probably the return of the excess profits tax 
law will be favored by the popular delusion 
that it is a tax primarily directed against the 
very large and very wealthy corporations. 





Per | 
inco! 
vest 


: Les: 
introduced they will provide that the tax | 
will take effect from January 1 of the year | 


10° 
15 
20 
25 
30 


50 
100 


fe: 
di 
al 





Te 


de d 
ve § 

\ Relationship of Size of Corporation to Tax 
lic § 


S1- 


1al 


are 


tax &f 


~ar 


the 


ing 


ms 

in 
ary 
vill 


tax 
ion 
the 
ons. 





its | 


ant | 


the 2 
ess | 


Marcu, 1923 


That this is a delusion has been clearly dem- 
onstrated by statistics of the Treasury depart- 
ment which were mode nuhlic more than a 
year ago but have received so little general 
recognition that they seem to merit repetition 
here. The following table, compiled from 
corporation returns made in 1919, for the 
year 1918, clearly shows that the very highest 
rates of tax were paid by a small number of 
corporations with an average invested capital 
of less than $200,000; that only the lowest 
rates of excess profits tax were paid by about 
60,000 corporations, more than one-half of 
those filing returns; that about 10,000 cor- 
porations having an average invested capital 
of more than one million dollars were not 
subject to the excess profits tax at all; and 
that there is almost a uniform inverse rela- 
tionship between the size of the invested capi- 
tal and the rate of tax paid. This bears out 
the common experience of any one acquainted 


» with even a small number of cases, and sus- 


tains the prevailing opinion of those familiar 


_ with this tax that it is not primarily a burden 


upon the large corporations but falls most 
heavily upon the corporation of average or 
less than average size, which is exceptionally 
successful because of the high quality of its 
management. 


Liability Under the Excess Profits Tax 


Laws 


Per cent of net 
income to in- 
vested capital 


Number of 
corporations 
Invested , 
capital 
Average 
invested 
capital 

Per cent of 
income and 
profits tax to 
net income 








Less than 5% 10,689 $14,104,248,246 $1,319,511 10.99 


5 to 10%.. 21,869 15,925,632,944 728,229 11.93 

10 to 15%.. 22,684 8.962, 689,034 395, 111 21.60 

© 15 to 20%.. 17,388 5,842,627,463 315,311 33.99 
© 20 to 25%.. 11,987 3,251,948,260 271,290 41.51 
) 25 to 30%.. 7,743  3,785,581,785 488,904 51.22 
30 to 40%.. 9.050 2,421,285,621 267,545 53.38 

5 40 to 50%.. 4.807 1,232,173,122 256,329 57.58 
50 to 75%.. 4,911 784,254,745 159,693 62.30 
75 to 100%. 1,734 205,744,478 118,653 64.24 
100% & over 2,194 133,853,470 61,009 67.40 





Total ....115,056 $56,290,039,168 $ 489,240 37.86 


The excess profits tax probably has some 
features of advantage, but they seem to be very 
difficult to discover. An excess profits tax 
always penalized the man who makes his 
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canital work” hard—the man who can take 
a small amount of money and put up a build- 
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there was no business before. The man (or 
corporation) who had a lot of money and 
made a lot of money with it, could get off 
fairly easy. That was the theory of the law— 
that anybody could earn eight or ten per cent 
without paying any excess tax, and twenty per 
cent to forty per cent before paying the 
highest rate. If you are only an average man 
your business earns from six to twenty per 
cent, but if you are able to make thirty or 
forty per cent on your money, this law pro- 
vides that you should give over most of your 
rewards to the Government. I do not know 
how many men have said, “If I had only 
known what Congress would do I would not 
have given up all my Sundays to earn those . 
additional profits.” I know, one case where a 
man actually said: “We estimated what would 
have been our profits at July Ist. If we had 
then closed up the shop and gone fishing, we 
would have had just about as much out of 
our year’s business as we will have after pay- 
ing the tax which you have computed for us. 
Instead of that, we increased our efforts, and 
for nothing.” This would discourage any 
man. 


Remedy for Defects 


It is not necessary, however, for an excess 
profits tax to have this effect. Such a law 
which would give an exemption of perhaps 
ten per cent of the invested capital and which 
would impose no rate in excess of fifteen per 
cent, or perhaps even twenty-five per cent, ot 
the net income, or a law which would exclude 
all cases in which the invested capital really 
has nothing to do with the profitableness of 
the business, would not be subject to such seri- 
ous objection. 


It is urgently necessary, if any such law is 
to be enacted, to make more liberal provisions 
for the business which does not derive a profit 
primarily from the use of invested capital. 
In one case, which is only typical of many, 
a man was able, because of his personal in- 
tegrity, credit standing, business ability and 
energy, to get six months’ credit from the 
manufacturers from whom he made his pur- 
chases, sell his goods upon short time credit, 
and in merchandising a staple article make a 
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profit which was almost two hundred per 
cent of his invested capital. As a result, the 
Government took more than fiftv per cent 
of his income in tax, and has denied that he 
is entitled to the special relief provided for 
unusual cases. There are many concerns, prin- 
cipally those which are classed as manufac- 
turers’ agents, which regularly do a business 
of $100,000 a year with only $5,000 or $6,000 
invested. The manufacturer ships to the con- 
sumer, the agent collects from the consumer, 
and after he has collected he pays the manu- 
facturer, getting a trading profit without us- 
ing his own capital. There is no logic in 
legislation which taxes a man’s profits on the 
basis of his investment in office furniture. 
Because a man happened to buy a piece of 
business real estate, he could save taxes under 
the former laws because he could say that the 
‘real estate was held in his business with a 
view to putting a building on it. Without 
that he would pay a few thousand dollars 
more in taxes. The law has contained pro- 
visions which were intended to give relief in 
cases of this kind, but they have been so nar- 
rowly interpreted by the Treasury Depart- 
ment that it has been very difficult to obtain 
an equitable result in many cases and the tax 
has in fact been very objectionable in this 
respect. 


| Moderate Tax Bearable 


Perhaps a twenty per cent tax from the 
Ford Motor Company and some other excep- 
tionally profitable manufacturing organiza- 
tions would have some merits. Certainly it 
has a great dedl of popularity. The fact that 
the Ford Motor Company was made a pres- 
ent of probably thirty-four million dollars -in 
1922 by the repeal of the excess profits tax 
makes a good campaign argument. Some 
corporations, through the ownership of patent 
rights, oil wells, or other very profitable assets, 
or through remarkable business and executive 
ability, are making very large profits. Most 
of the men in that fortunate position do not 
worry about paying the Government a tax of 
twenty or even thirty per cent. But when the 
tax takes away cighty per cent they feel that 
they have a right to kick. As a matter of 
fact, there was much less dissatisfaction about 
the eighty per cent tax, which was based on 
the excess over prewar profits, than there was 
about the sixty per cent tax of 1917, which 
applied almost wholly on the invested capital 
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basis. Some. men had made arrangements 
whereby they were abie to ear evely ycat 
sixty, eighty or one hundred per cent of their 
invested capital. They used their creditors’ 
money rather than their own. After running 
this way for years, this tax law was adopted 
and said to them: “You pay sixty per cent of 
your earnings.” That made them feel much 
worse than the later law which said: “Dur- 
ing war times you have made three times your 
normal profit. The Government will give 
you credit for normal prewar earnings and 
take away a principal share of the excess.” 
There was less dissatisfaction with that. 


Would Be Popular 


If we are to have another excess profits 
tax law, it is fervently to be hoped that the 
representative industries and businesses will 
help to make a law which will avoid some of 
the defects of the last law. We can have a 
law which will meet the popular demand and 
yet avoid an undue burden on business. There 
will always be a large number of corporations 
which are either exceptionally fortunate or 
exceptionally well managed and therefore en- 
joy returns at a rate much higher than the 
average business. Such concerns would not 
as a rule consider it unduly burdensome to 
pay a federal tax of between fifteen and thirty 
per cent of their net income, and it is by no 
means unlikely that they will be required to 
pay such a tax. Invested capital, the most 
difficult problem of the former laws, has al- 
ready been worked out for most concerns; the 
administration of the tax would have the 
benefit of our former experience, and it would 
produce a substantial revenue, which is very 
much needed and which would be obtained 
from a class of taxpayers who are best able 
to provide it. A great many people feel 
that justice demands a higher rate of tax 
upon profitable corporations than 1214 per 
cent, as compared with the present surtax 


been vigorous and frequent demands for the 
return of the excess profits tax. When a tax 
law promises to impose a direct burden upon 
so few voters as would feel a modified excess 
profits tax and to be as popular as such a tax 
would be with farmers, laborers, and other 
great classes of voters, it seems only reasonable 
to believe that the enactment of the tax is 
more than probable. 


; of 


rate upon individuals, and there have already 
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Accounting for Taxable Income 
on Installment Sales 


By Frep Rust, C. P. A. (Ill) 


d.ep.artment permitting concerns who sell 
oit the installment plan to postpone the 


P R.E VIOUS to the action of the Treasury 


jtaking ¢of profits on such sales until collections 
tare mzrcle in cash or its equivalent, it was cus- 
jtomary and in accordance with good account- 
ling pratctice, to treat installment sale contracts 
jin the s:a:me manner as other receivables. 
J} uncerta;j nties of collection and other factors 
jmake i: desirable in computing taxable in- 
‘come for most business houses, selling in whole 
‘or in p-art on the installment plan, to take ad- 
jvantage of the privilege of deferring profits 
ton such: sales until collections are made. 


The 


The Department at first, in permitting the 


‘profits to be deferred, provided for an adjusted 
‘ balance sheet, as at the beginning of the year 
) in whi cf: the change was to be made, in which 
) the un re:alized profits on installment sales at 
) the beg ri nning of the year were to be excluded 
) from surplus and set up as a deferred credit 
> item. 
» beginn i:ag of the year, were to be set up as a 
\debit ‘item. Apparently no provision was 
) made tx» forestall taxation on the portion of 
» collecti’e»ns which had already been considered 
© as profit by the method of considering profits 
» as reali zed when installment contracts were 
5 made. 


£\ll installment sales contracts, as of the 


Hovvever, the ruling now in force provides 


) asatistia ctory basis of change from one method 
of cor ap-uting profit to the other. 


; + made on installment sales, the gross profits on 
ady § 


Collections 


whicl 1 have already been reported as income, 
are to. kz credited to accounts receivable. This 
avoids ihe possibility of double taxation, as 
was thee result of the previous method referred 
to above. Collections as made are to be distin- 
guished! on the records according to the year’s 
Sales to which they apply. Similarly total 
instalImne. nt sales for each year and total un- 
realized gross profit for each separate year 
are to be set up in individual accounts. 





In cases where the taxpayer has in the past 
exercised the option of reporting the profit as 
realized as at the date of sale and now wishes 
to change to a basis of reporting the profit 
only as installment sales collections are made, 
amended returns for prior years will not be 
required or allowed unless in the opinion of 
the Commissioner the previous methods of 
reporting income have failed to properly re- 
flect the net income. . 


Procedure for Change 


In case a taxpayer wishes to change to the 
latter basis the following procedure from O. 
D. 623 (C. B. 3, p. 105) applies: 

(1) In accordance with the provisions of 
article 42 (amended) of Regulations 45, the 
balance sheet at the beginning of the taxable 
year, which shall be filed as a part of the re- 
turn, shall carry the installment sales contracts 
unliquidated and remaining in force as at 
the date that this system of accounting is 
adopted and made effective by the taxpayer 
as accounts receivable, such unliquidated in- 
stallment sales contracts having been inven- 
toried and determined as at that date. Cash 
collections on account of such contracts are to 
be credited directly to accounts receivable and 
no part of such collections should be included 
in computing realized profits for the taxable 
year. 

(2) As from the beginning of the year, the 
following accounts should be set up: 

(a) Goods purchased. — This account 
will be charged with the amount of inven- 
tory of the goods on hand at the beginning 
of the year and with the cost of goods pur- 
chased during the year. 

_ (b) Goods Sold (Cost Value).—To this 
account will be credited the cost of all goods 
sold during the year. 

(c) Installment Sales Contracts—(Each 

_ year’s sales separately identified.) To be 
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charged with the amount of installment 
sates qiadc during the year specificd. This 
Sai€5 Miauc Guiinig wi€ yoar spccii Cu. 4 diis 
account for each year will be credited with 
ail Casii Cullecuuns upun instaliment con- 
tracts for that year only and with the unpaid 
installments of defaulted or cancelled con- 
tracts for a given year. 


(d) Unrealized Gross Profits on Install- 
ment Sales—(Each year’s unrealized gross 
profits separately identified.) This account 
should be credited with the amount of un- 
realized gross profits upon installment sales 
contracts made during the year specified. 
This amount will be the total of the install- 
ment sales contracts for the year reduced by 
the cost of inventory value (as carried in ac- 
count (a) Goods purchased) less the actual 
goods sold and covered by the contracts; the 
balance remaining being the amount of un- 
realized gross profits. 


Proper Journal Entries 


The proforma monthly (or annual) jour- 
nal entry should be: 
Dr. Cr. 
Installment sales contracts 
”  _-Gyear Gat))... cesses $ 
To Goods sold (cost 
value) 


“eer ee 


Unrealized gross 
profits on in- 
stallment sales 
contracts (year 


date) 


(e) Realized Profits on Installment 
Sales Contracts—This account will be 
credited from month to month (or at the 
end of the year) with the profits realized 
by cash collections upon all installment 
sales contracts of the year. Such profits 
should be computed by taking the same per- 
centage of the cash collections made during 
the taxable year on account of installment 
sales contracts of either that or prior years, 
as the total unrealized profits on installment 
sales contracts for the year against which the 
collection applies, hears to the total install- 
ment sales made during the respective year. 
Corresponding debits should be made to 
Unrealized Gross Profits on Installment 
Sales Contracts accounts for the year affect- 
ed by such collections. If adjustments to 


any or all of these various accounts become 
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necessary in order that it or they may accu- 
ratcly cnet the facis, such adjustincnis may 
be made either monthly or at the end of the 
year. 


Installment Sales Defined 


In business houses where sales are made on 


a variety of bases the question arises as to the! 
differentiation of installment sales from other | 
sales in which partial payments are made, but | 
which are not installment sales within the defi- | 


nition of income tax rulings. 


The Department (T. D. 3082) has clearly | 
defined the various types of mercantile sales | 
and the limitations of installment sales. Three | 
main types of sales are distinguished: those | 
sold for cash; sales made on the personal credit | 
of the buyer; installment sales; and, occasion- | 
ally, sales in which the buyer makes an initial | 
payment of a substantial nature (for example, 
more than 25 per cent), but which though | 
involving deferred payment is not one on the | 
installment plan. Installment sales are there- | 
fore in general taken as those which involve | 
initial payments of less than 25 per cent, and [7 
involve a series of subsequent deferred pay- | 
While as a general rule sales upon | 
which initial payments of more than 25 © 
per cent have been made are to be regarded | 
as ordinary sales receivables, the depart- | 
ment has recognized (O. D. 715) that in 7 
many sales of this type the obligations of © 
purchasers, even though represented by notes | 
or other papers in negotiable form, cannot | 
be discounted or otherwise converted into 
cash without material loss because of lack | 
of credit on the part of the buyer and the | 
nature of the property covered by such | 
‘contracts. The obligations of the purchasers | 
in these cases, according to the decision, can 
scarcely be considered the equivalent of cash | 
in any sense and it is not contemplated by the | 
regulations that such obligations are required | 
to be so treated. Therefore, the profits from | 
such sales may be computed in accordance | 
with the rules prescribed for installment sales, | 


ments. 


provided the taxpayers choose to do so as a 


matter of consistent practice, and provided a | 


statement is attached to the taxpayer’s return 
disclosing the fact and showing conclusively 
that the obligations of the purchasers are not 
the equivalent of cash. 

The amount to be deducted from gross in- 
come as a bad debt in cases of sales of per- 
sonal property on the installment plan in 
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which the unpaid installment obligations of 


‘the purchaser became worthless and are 


charged off. and the nronerty is not recovered 
by the vendor, is such proportion of the de- 
faulted payments as represents the capital in- 
vestment, that is, the cost of goods sold, and 
this amount must be deducted for the year in 
which the default occurred. This rule was 
given in Office Decision 792 and therewith 
was incorporated the following explanation 
of the bookkeeping procedure involved: 


Entries Illustrated 


Let it be assumed that the taxpayer’s in- 
stallment sales (contracts) for the year 1919 
were $300,000 and that the cost of the goods 
sold and covered by such contracts was $100,- 
000; then the unrealized gross profits would 
be $200,000 and the rate of profit for that year 
would be established at 66% per cent. 


Let it be assumed, further, that during the © 


years 1919 and 1920 the cash collections on 
account of such contracts were $266,700; then 


the entries covering these transactions would 


be as follows: 


Installment sales contracts, 1919............. $300,000 
To goods sold (cost value..... aeeshanniol $100,000 

To unrealized gross profits on installment 
enlen Cembeees, TOTR. «ec ndsccccvaves 200,000 


(Rates of gross profit would be 24 or 6634 per cent.) 


Unrealized gross profits on installment sales con- 


Ss vc vnee cineekenaee see $177,800 
To realized profits on installment sales con- 
BE «GankWeebiebhee beau wanna 177,800 

Cash collections during 1919 and 1920 for ac- 
IE a iiss ia Bach vin ewan $266,700 
DEE 0.6400 eh0ckcesesomeicmuaate 177,800 


At the close of 1920 the accounts, as affected 
by the above transaction, would stand as 
below: 


DEBITS 
RN iain, i cee icgtanli tah ania ar ai iad $266,700 
Installment sales contracts, 1919............. 33,300 
$300,000 
CREDITS . 
Goods sold (cost value)..... Be oe $100,000 
Unrealized gross profit, etc.........002e22025 22,200 
SO WEE, WR as a ccn cn vccvesacuevedte 177,800 
$300,000 


Ot the above balance of $33,300 to the debit 
of installment sales contracts, two-thirds, or 
$22,200 (shown as a balance to the credit of 
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unrealized gtoss profits) is to be accounted for 
and taxed as profit as, when, and if collected. 
The remaining one-third is the canital invest- 
ment representing the cost of goods sold. 

But let it be assumed that the whole or any 
part of the balance of the installment sales 
contracts, amounting.to $33,300, was defaulted 
in 1919 or at any later time; then the question 
arises: Fiow should the loss occasioned by 
such defaults be treated. for purposes of deter- 
mining the income and excess-profits tax? 


The answer is that the proper portion (two- 
thirds in this case) of the amount of the de- 
faulted payments should be charged against 
the unrealized profits and the balance (in this 
case one-third) representing the cost of the 
goods sold, should be allowed to the taxpayer 
as a deduction for losses actually sustained 
during the taxable year. 

If the installment method of computing in- 
come is employed, it is required that there be 
attached to the income tax report, a schedule 
showing separately for the years 1919, 1920, 
1921, and 1922 the following information: (a) 
Gross sales; (b) Cost of goods sold; (c) Gross 
profits; (d) Percentage of profits to gross 
sales; (e) Amounts collected on installment 
sales of each year; (f) Gross profit on amount 
collected. It is necessary therefore that a sys- 
tem of bookkeeping be maintained to readily 
provide this information. 


Installment System 


Herewith is presented a form designated to 
record installment sales and properly allocate 
the profits arising from such sales as the pay- 
ments are received. 


The advantages of this form may be sum- 
marized as follows: 


(1) It provides a medium for assembling 
all monthly installment sales in one place; 
there is a sheet for each month, which will be 
used for the entire year or longer until each 
account thereon is closed. 

(2) It serves as a collection tickler because 
the absence of a payment in any month will 
at once be evident. 

(3) It is designed to fulfili both the func- 
tion of a book of original entry and a ledger. 
It is customary for a business dealing in 


installment sales to enter into a formal con- - 


tract of sale with its customers. In this in- 
stance, it has been assumed that the payments 
for an article are to be made during the period 
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of one year in twelve equal installments. All Column 6.—(Original Sale.) Set down 


pertinent information regarding the sale will 
be enumerated on the installment contracts. 

These are entered in the register in consecu- 
tive order. It is suggested that the contracts 
be filed alphabetically, thus providing a cross- 
index to the numerical arrangement on the 
register. - 


The Form Explained 


The “C. K.” column at the extreme left of 
the register is for the convenience of the book- 
keeper only as he sees fit to use it. 

Column 1.—(Account No.) All sales 
contracts should be numbered consecutively. 
Simply list these numbers under this column. 
The contracts themselves, as stated above, are 
to be filed alphabetically. 

Column 2.+—(Kind of Article.) 
under this column only such words as will de- 
scribe the sale, viz., davenport, parlor suite, 
kitchen cabinet, phonograph, etc. 


Column 3.—(Serial Number.) It is very 
essential that the serial number of the article 
sold, if the article bears such serial number, 
be listed under this column. 

Column 4.—(Customer.) This is subdi- 
vided into columns for the name, street, ad- 
dress, city and state, which is self-explanatory. 

Column 5.—(Monthly Payments.) List 
herein in dollars and cents the amount the 
customer agrees in his contract to pay monthly 
following the original or down payment. II- 
lustration---If terms read $10.00 down and 
$10.00 per month, list here $10.00 as indicated 
in the illustration. 


Errata:—Dates of original sales on the register should have 
been January 12, 13, 26 and 31 respectively. 


Mention | 


the date of the contract and the gross amount | 


sold to the customer thereon. 
Column 7.—(Down-Payment.) 


This col- | 


umn records the original payment made by the [| 


customer at the time of the sale. 
Column 8.—(Balance Deferred.) 


List | 


herein the amount to be liquidated in install- | 


ment payments. Column 8, therefore, must at 
all times be Column 6 less Column 7. 
Column 9.— 


here the cost of each article to the dealer, taken 


from inventory cards or tags attached to the 


article. 


Column 10.—(Unrealized Gross Profit.) 
Represents the gross profit on each article sold, 


and is the difference between Column 6 and | 


Column 9. 

At the end of each month total the entries 
made in Column 6 of the monthly shee 
inal Sales) and make the following entry: 


trol). 


ae 


(Cost of Article.) Set down g 


rae oS 


t (Orig- 4 


Dr. Installment Accounts Receivable (Con- 


Cr. Unrealized Gross Profits on In- | 
stallment Sales Contracts (Reflecting - j 


total installment sales for the month; 


this case $635.00). 


Then total Column 9 (Cost of Article : 


$255.00) and journalize: 


Dr. Unrealized Gross Profit on Installment ; 


Sales Contracts. 
Cr. Inventory of Merchandise. 

These entries will record the total gross 
sales and cost of sales on the General ledger 
and leave net the unrealized gross profits. As 
per illustration, $635.00 (Sales) minus $255.00 


(Cost) equals $380.00 (Unrealized ‘ Gross 
Profit). , 
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The Commissioner of Internal Revenue has 
ruled in Off. Dec. 1107 that where a business, 
in addition to installment sales, also makes 
cash and charge sales, the percentage of gross 
profits to be used for the purpose of reporting 
income from the installment sales is the per- 


centage of gross profit from all sales for the * 


year, including cash, charge and installment 
sales. 


Installment Accounts Separate 


In view of the fact that this register pro- 
vides for a clear separation of installment 
sales from all other sales (also to be separately 
recorded and costed), it is very improbable 
that a taxpayer would be denied the right to 
cost his installment sales separately. The rul- 
ing, in all probability, refers to a condition 
where no clear separation between the cost of 
sales of installment, charge, and cash transac- 
tions has been made. 


The amounts entered in Column 7 (Down 
Payments—$35.00) are to be checked on the 
cash book to avoid their posting to another 
account. 


Then find the ratio which the total of Col- 
umn 10 ($380.00 Unrealized Gross Profits) 
bears to the total of Column 6 ($635.00 Sales), 
which in this instance is 59.84%, and apply 
this ratio to Column 7 and make a journal en- 
try for the sum so received as follows: 


Dr. Unrealized Gross Profit on Installment 
Sales Contracts. 


Cr. Realized Gross Profit on Install- 
ment Sales Contracts. 


(In this case the amount would be $20.94 
—35 x .5984). 


THE NATIONAL INCOME TAX MAGAZINE 15 





sf aloe) 


This takes up the proportion of the gross 
profit included in the Down payment. This 
same ratio must be used as the monthly col- 
lections are entered, as explained in the dis- 
cussion of Column 11, below. 


Column 11.—(Collections.) List hereun- 
der the date and amount of cash received 
from the customer posted from the cash book. 
List cash only and no other credits. Twelve col- 
umns are provided for on the register, one for 
each month, and headed January, February, 
March, etc. Should the consecutive payments 
extend beyond the December column, simply 
double back on the same line to January (that 
is, the entries of the’succeeding year are made 
in the blank spaces of the same line) and con- 
tinue as before. If the posting has been fully 
and properly done, the absence of an entry in 
these columns will be the signal instantly call- 
ing attention to installments due and unpaid 
and no other tickler system is required. 


At the end of each month the corresponding 
monthly column of the general Column 11 of 
each monthly sheet should be added. To the 
total so obtained, the ratio which Column 10 
bears to Column 6 must be applied (as above 
discussed under Column 10) and the sum so 
received should be entered on the General 
books as follows: 


Dr. Unrealized Gross Profit on Installment 
Sales Contracts. 


Cr. Realized Gross Profit on Install- 
ment Sales Contracts. 


(This will take up into income the monthly 
proportion of unrealized gross profits re- 
ceived through collections.) 
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Column 19 —(Defaulte, \ An individual 
Journal entry should be made each time com- 
A: 


» athe Ge taee Haake aoe on@ wf BaSaeetse 
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or otherwise. In the case of default leading 
to repossession, the following entry is neces- 
sary: 

Dr. Merchandise Inventory. (For propor- 
tion of cost not recovered, $54.22—this amount 
is assumed to be fair market value. ) 

Dr. Unrealized Gross Profit on Installment 
Sales Contracts. (For proportion of the un- 
realized gross profit loss $80.78.) 

Cr. Installment Accounts Receivable. 
(For balance left outstanding against the 
customer, $135.00.) 


(These figures are based upon the case 
shown in the illustration.) 

In the event that the merchandise is not re- 
covered the Journal entry should be as follows 
(as based on the illustration) : 

Dr. Bad debts, $54.22. 

Unrealized Gross Profit on lastallaent 
Contracts, $80.78. 
Cr. Installment Accounts Receivable, 


$135.00. 


Column 13.—Whenever the total of the 
various amounts listed under Columns 11 and 


12 equals the amount listed under Column 8 


then the debits and credits are equal and the 
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Column 13 the totals of il and i2. 


Transferring the Sheet 


Whenever all of the accounts of any one 
sheet are completely closed, which will be evi- 
denced by the fact that the total of all amounts 
entered in Column 13 will equal the total of 
all the amounts entered in Column 8, then that 
sheet should be taken out of the current regis- 
ter and transferred to the transfer register. In 
this way the current register will hold no 
deadwood. 

If at the end of a sales period there are open 
balances or certain sales contracts due to de- 
linquency in payments, the balances still open 
should be carried onto sales sheets for the suc- 
ceeding period with the proportionate amount 


- of the original sale cost of article and unreal- 


ized gross profit applicable to such uncom- 
pleted contracts entered in their appropriate 
columns in the same manner as new sales. Care 
must be exercised that these items be not in- 
cluded in the sales for the month, the cost of 
sales or the gross profit; this may be accom- 
plished by placing such items either above or 
below the regular monthly sales entries, thus 
avoiding the possibility of erroneously posting 
such delinquencies. 


OFFICIAL EXCHANGE RATES FOR FIGURING INCOME TAXES FOR 1922 


(As published by the Bureau of Internal Revenue) 
Foreign exchange rates accepted by the Bureau of Internal Revenue as the current or market rates of exchange 
prevailing as for December 30, 1922, the last business day of the year 1922. 
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The Valuation of Inventories For 
Income ‘Tax Purposes — 


ra 


By Eric G. LEANDER 


HE levy of heavy income taxes together 
with the wide price fluctuations of recent 
years has resulted in giving special im- 
portance to the valuation of inventories. Be- 


fore taxation was based upon income, and even > 


while income tax rates were relatively low, 
there was no unanimous demand for extreme 
conservatism in inventory pricing. The 
methods of pricing, where accepted account- 
ing principles were not regularly applied, in 
many cases tended, for instance, to vary ac- 
cording as a report of earnings was to be made 
to stockholders yearning for a maximum of 
dividends, or to be used as a presentation of 
conditions in case of necessity for extension of 
credit. Now, however, there is general har- 
mony in the conviction that it is not a breach 
of propriety to expose the most unfavorable 
facts to the tax collector. 

Change in the concept of taxable income, as 
well as an apparent increasing tendency of in- 
come tax provisions to conform to accepted ac- 
counting practice, has resulted in marked 


modifications from the inventory provisions in . 


the earlier Federal Income Tax Laws. There 
is yet in the accounting profession no unani- 
mous agreement as to inventory price bases. 
On that account those who have drafted laws 
and regulations have been without precise 
guidance. a 

In subsequent issues will be presented some 
of the various inventory views of pioneers of 
thought in the accounting field. This article 
will be devoted primarily to a presentation of 
inventory provisions now applicable. 

Whereas, previous to the Act of 1918 only 
certain corporations were required to compute 
income by consideration ot inventories, the 
application of their use is now very broad and 
required in any case when in the opinion of 
the Commissioner they are necessary to prop- 
erly reflect income. In trading and manufac- 
turing industries the inventory method of fig- 


uring income is obligatory for income tax 
purposes. 

Included in inventories, under present pro-_ 
visions, should be: raw materials and supplies 
that have been acquired for sale, consumption 
or manufacture, together with all finished or 
partly finished goods; merchandise under con- 
tract but not yet segregated and applied to the 
contract; merchandise out upon consignment; 
and merchandise purchased and in transit to 
which title is held. The following goods 
should not be included in inventory: those or- 
dered for future delivery, transfer of title to 
which has not been effected; and goods un- 
shipped but which have been sold, and for 
which accounts receivable have been set up. 

As to method of pricing the Act of 1921, 
instead of specifying any particular basis, pro- 
vides in general terms that the inventory must 
conform as nearly as possible to the best ac- 
counting practice, and that it must clearly re- 
flect the income. There is an important limita- 
tion to this broad rule, which the Department 
has recently seen fit te emphasize, namely: 
that in as much as taxpayers where given an 
option to adopt the base of either cost, or cost 
or market, whichever is lowcr, for their 1920 
inventories, the basis for that year is control- 
ling and a change can now be made only after 
permission is received from the Commissioner. 
That is true in any case if a change is contem- 
plated. 


Consistency Emphasized 


Emphasis is laid upon consistency of 
method. The Department recognizes (Art. 
1582) that inventory rules cannot be uniform 
for all business concerns, but must give effect 
to trade customs which come within the scope 
of the best accounting practice in a particular 
trade or business. To clearly reflect income, 
the inventory practice of a taxpayer should be 
consistent from year to year. Greater weight 





is to be given to consistency than to any Dar- 


ticular method of inventorying within ‘the 
limits af rectrictinne mentioned ahave 


The following methods are specifically 
cited as not in accord with regulations: 


(a) “Deducting from the inventory a re- 
serve for price changes, or an es- 
timated depreciation in the value 
thereof. 

(b) “Taking work in process, or other 
parts of the inventory, at nominal 
price or at less than its proper value. 

(c) “Omitting portions of the stock on 
hand. 

(d) “Using a constant price or nominal 
value for a so-called normal quantity 
of materials or goods in stock. 

(e) “Including stock in transit, either 
shipped to or from the taxpayer, the 
title of which is not vested in the 
taxpayer.” 


Approved Pricing 


The methods of pricing most commonly 
used by business concerns and which meet the 
requirements of the department are cost, or 
cost or market, whichever is lower. 


Cost, according to regulations, means in case 
of goods purchased during the year, the in- 
voice price less trade or other discounts, ex- 
cept strictly cash discounts approximating .a 
fair rate of interest. If consistently followed, 
even cash discounts may be deducted. To this 
net invoice should be added transportation and 
other necessary charges incurred in acquiring 
possession of the goods. Merchandise on hand 
at the beginning of the year is to be carried 
at the original inventory price. This is true 
whether the valuation basis is cost, or cost or 
market, whichever is lower. 


A olan i is provided for determining cost of 


goods on hand where, because. of inter- 
mingling goods, it is not possible to discover 
the actual cost. This method is based upon 
the assumption that goods sold or used in man- 
ufacture are taken from the oldest in stock. 
Cost, accordingly, will under such circum- 
stances be deeined io be the cust of the goods 
most recently purchased or produced during 
the taxable period to the extent of the inven- 
tory. 

In case a taxpayer maintains book inven- 
tories in accordance with a sound accounting 
system, such inventories will be acceptable. 
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Book inventories must be verified by physical 
inventories at reasonable intervals, and ad- 
ineted ta canfarm thererri th Whatever 
method of inventory is used, the taxpayer 
should be able to show proof of correctness of 
the invoices as reported. 


Cost of Manufactured Goods | 


In the case of goods manufactured or proc- 
essed cost is to include: . 

(a) The cost of raw materials entering 
into or consumed in connection with 
the product; 

(b) Expenditures for direct labor; 

(c) Indirect expenses incident to and 
necessary for the production of the 
particular article, including in such. 
expenses as a reasonable proportion 
of management expenses, but not in- 
cluding any cost of selling or return 
on capital, whether by way of inter- 
est or profit. 

The difficulties of determining absolute 
costs are recognized by the Department and 
special provisions are made for particular 
classes; viz., farmers, retailers, and miners and 
manufacturers who by a single process or uni- 
form series of processes derive a product of 
two or more kinds, grades, or sizes. 

The basis of valuing inventories at cost or 
market, whichever is lower, is generally ac- 
cepted as good in the accounting profession in 
both this country and Great Britain. It puts 
into effect the principle that while losses may 
be admitted before being actually sustained, 
profits should not be taken until realized in the 
ordinary course of business. A reason for the 
special treatment of losses is that while admis- 
sion of losses even in error merely postpones 
profits from one year to another, failure to 
admit them is to treat as income that which is 
really capital. 


Must Consider Each Them 


The privilege of valuation at cost or market 
does not mean that the entire inventory is to be 
figured first at cost and then at market and the 
lowest of the two totals taken. Both cost and 
market for each item in the inventory must be 
shown. 

A convenient method of procedure is the 
use of three columns for each item. In one 
column the cost of the item will appear, in one 
will be placed the “market value,” and the 
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third column will show the lower of the two 
hacec of pricing. The total o of the third co! 


umn will be the inventory on the basis of cost 
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difficulties involved both in determining cost 
and “market” for each of perhaps thousands 


- of items, gives rise to criticism of this method. 
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It is assailed also because it vacillates between 
two price methods and thus it apparently vio- 
lates consistency, which some recognized ac- 
countants hold to be more important in reflect- 
ing income than any particular method of 
pricing. 

Meaning of “Market” 


“Market” as used in connection with inven- 
tory pricing means, according to Article 1584, 
the current bid price prevailing at the rate of 
the inventory for the particular merchandise 
in the volume in which usually purchased by- 
the taxpayer. It is applicable in the cases of 
both goods purchased; and of basic elements 
of cost (materials, labor and burden) in goods 
in process of manufacture and in finished 
goods on hand, exclusive, however, of goods 
on hand or in process of manufacture for de- 
livery, upon firm sales contracts (1. e., those 
not legally subject to cancellation by either 
party) at fixed prices entered into before the 
date of inventory, which goods must be inven-. 
toried at cost. 

Where no open market exists or where quo- 
tations are nominal, due to stagnant market 
conditions, such evidence of a fair market 
price at the date or dates nearest the inventory 
may be used as may be available; such as, spe- 
cific purchases or sales by the taxpayer or 
others in reasonable volume and made in good 
faith, or compensation paid for cancellation of 
contracts for purchase commitments. Where 
the taxpayer in the regular course of business 
has offered for sale such merchandise at prices 
lower than the current price as above defined, 
the inventory may be valued as such prices less 
proper allowance for selling expense and the 
correctness of such prices will be determined 
by reference to the actual sales of the taxpayer 
for a reasonable period before and after the 
date of the inventory. Prices which vary ma- 

terially from the actual prices so ascertained 
may not be accepted as reflecting the market. 

Though averaged costs as a method of in- 
ventory valuation have been approved in the 
case of tobacco growers and lumber manufac- 
turers, they are not to be generally applied. 
The Department requires that gains and losses 
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for each taxable year be separately computed. 
To primase Brice al use ui ait aAvVCi ape vf july Cii- 
tories would be inconsistent. 

Any yvods in an inventory wnicn are un- 
salable at normal prices or unsalable in a nor- 
mal way, because of damage, imperfections, or 
other causes, should be valued at bona fide 
selling prices less cest of selling, regardless of 
what method of inventory is used. If such 
goods consist of raw materials or partly fin- 
ished goods held for use or consumption, Art- 
icle 1582 provides that they should be valued 
upon a reasonable basis, taking into considera- 
tion the usability and condition of the goods, 
but in no case shall such value be less than 
scrap value. 

Bona fide selling price as used above is in- 
terpreted as meaning the actual offering of 
goods on the market during a period ending 
not later than 30 days after the inventory date. 
The burden of proof rests upon a taxpayer to 
show that such exceptional goods are valued 
upon such selling basis as comes within the 
classifications provided for, and he must main- 
tain such records of the disposition of the 
goods as will enable a verification of the in- 
ventory to be made. 

Retail merchants may employ what is 
known as the “retail method,” by which selling 
prices are reduced to approximately cost by 
writing off the percentage which represents 
the difference between retail selling value and 
the purchase price. This percentage (Art. 

1528) is determined by departments of a store 
or by classes of goods, and should represent as 
accurately as possible the amounts added to 
the cost prices of the goods to cover and other 
selling expenses of doing business and for the 
margin of profit. Proper adjustment in com- 
putation is to be made for all “markups” and 

“markdowns.” 


Average Percentage Tabooed 


If more than one department is maintained 
in a store or classes of goods are in stock car- 
rying different percentages of profit, it is not 
permissible to use a percentage based upon an 
average of the entire business. The proper 
percentage for each department or class of 
goods must be used. Proof of correctness of 
percentages applied must be maintained, as 
use of arbitrary figures is not permitted. As 
is the general rule, change of method of in- 
ventory may be made only after consent has 
been obtained from the Commissioner. 





























































20 THE NATIONAL INCOME TAX MAGAZINE 


Where a taxpayer uses the retail method he 
mav value inventory on the hasis of cost o: 
market, whichever is lower, provided cost of 
each item is compared with market value and 
the lower of the two used as inventory value. 


(I. T. 1219.) 


Miners and Manufacturers 


In mining or in manufacturing, where a 
single process or uniform series of processes 
produces a product of two or more kinds, 
grades or sizes, the unit cost of which are sub- 
stantially alike, total may be allocated to each 
kind, size or grade of product. Such alloca- 
tion must bear a reasonable relation to the re- 


spective selling values of the different kinds of - 


products. 
Dealers in Securities 


Dealers in securities, who regularly keep in- 
ventories of securities, may use cost, cost or 


market, whichever is lower, or market, pro-_ 


vided that a description of the method em- 
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ployed is included in or attached-to the return, 
and that all the securities are inventoried hv 
the same method. Change of method can be 
made only after permission by the Commis- 
sioner of Internal Revenue. 

A dealer has not the right to inventory stock 
sold short—that is, stock for future delivery 
which he has sold for more or less than the 
market value on the last day of the year. The 
inventory method has been held (Sol. Mem. 
1179) to apply only to assets to which the tax- 
payer has title, and not to liabilities. The 
profit or loss upon a short sale is determined 
only when stock is purchased in the market. 

It has been held (I. T. 1429) that a Na- 
tional bank which maintains and operates a 
regularly established bond department for the 
purchase of securities, not including stock and 
their résale to customers, may inventory the 
securities held for resale at cost, or market 
value, whichever is the lower. 

Farmers may use the “farm price” method 
of inventory, by which values are taken at 
market less cost of marketing. 








Senate Approves State Taxation of 
National Banks 


HE Kellogg-Wadsworth bill to permit 

states to tax national banks has been 

passed by the Senate. If finally enacted 
into law, it is practically certain that it will 
meet with strong legal resistance on constitu- 
tional grounds, in view of the “Calder” 
amendment added in the Senate, which na- 
tional banks may consider to be insufficient 
protection against excessive tax laws. 

The amendment, which would validate 
taxes already collected from national banks 
but declared by the courts to be illegal, reads 
as follows: 

“That the act.of a state legalizing, ratifying 
or confirming a tax heretofore levied or as- 


° 
eacend avec cama 


sessed on shares of national banking associa- 
tions, or providing for the retention by said 
state of any of the tax heretofore paid shall not 
be deemed hostile to, or inimical to the in- 
terests of the United States or any agency 
thereof, providing the amount -retained by 
such state is not in any case greater than the 
tax imposed for the same period upon banks, 


banking associatiuns, or trust companies do- 
ing a banking business incorporated by or un- 
der the laws of such state or upon the moneyed 
capital of shares thereof. 

Bankers have insisted that the proper limit 
to taxation of national banks should be the 
same rate of taxation as is imposea upon gen- 
eral business corporations in the various states. 
It has been cited that even in Massachusetts, 
which is not a radical state, some excessive 
taxes have been levied on national banks. For 
example, in 1920 the First National Bank of 
Boston paid dividends of $18 per share to its 
stockholders and a tax was paid to Boston 
amounting to $11 a share. Since these taxes 
were paid to Boston by the bank as a substitute 
for direct assessment by the city upon stock- 
holders, $29 a share virtually represents in- 
come which stockholders would have received 
from the banks if they had not paid the taxes 
under the laws of Massachusetts. Had these 
stockholders received this money from any 
(Continued on page 29) 
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When Will Income Taxes 
Be Reduced?. 


_ By Rocer BaBson 


problem is uppermost in the mind of 

the American business man and in- 
vestor as he figures his report for 1922. 
Future taxes depend, in part, upon future 
expenditures. The figures for the past year 
on this score, at least, are very hopeful. What- 
ever criticism may be made of the present ad- 
ministration, it must be admitted that it has 
exerted a continuous effort to reduce expendi- 
tures. An honest attempt is being made to 


LV; THEN will taxes be reduced? The 


‘introduce and operate a budget system. 


Fixed charges, interest rates and previous 
obligations, of course, cannot be changed, and 
in spite of the splendid work done to cut down 
current expenditures, the expenses of the gov- 
ernment for 1922 reached a total of $3,795,- 
302,499. Nearly $1,000,000,000 of this amount 
was paid out as interest on the public debts 
such as Liberty bonds and other outstanding 
securities in the United States; $253,800,000 
was used in pensions to soldiers, or their de- 
pendents. About 50 per cent of our total ex- 
penditures go to the payment of interest, sink- 
ing funds, pensions and the relief to veterans. 

Further study indicates that the problem 
during the next few years is not one of trying 
to decrease the present budget, but rather of 
trying to hold it where it is and keep it from 
going much higher. 


Miracle If No Bonus 


Unless a miracle happens, some sort of a 
bonus bill will be passed in 1924. If not passed 
with the president’s consent it will probably 
be passed over his veto. This will call for a 
huge additional sum of money. Then there is 
a tremendous road building program, the pro- 
posed nationalization of coal mines, and the 
demands upon the treasury by the farmer bloc. 

To meet these additional expenditures the 
keener students of taxes almost universally 
recommend the sales tax, but politically there 


seems to be little chance of the new congress 
putting it through. A tax on light beers and 
wines at the present time is certainly out of the 
question. Both custom and internal revenue 
taxes are as high as the public can stand. 
Hence, by the process of elimination, the polit- 
ical leaders strenuously refuse to cancel the 
European debt, for fear of the re-enactment of 
the excess-profits tax. 

Their fear in this regard is well founded, 
not from a purely selfish point of view on the 
part of the business man who must pay such a 
tax, but because of its effect on the prosperity 
of the whole country. The re-enactment of 
such a tax would be a distinct setback to every 
one. Neither natural resources, available 
labor, nor even capital, are sufficient to make a 
country prosperous. Russia is rich in natural 
resources, Africa abounds in available labor. 
Prosperity is really the result of initiative, 
courage, and hopefulness. These intangible 
but all-important forces are the result of en- 
couraging business. We cannot get prosperity 
by putting a ball and chain on the enterpriser. 


Approves Inheritance Tax 


Inheritance taxes may be increased without 
affecting business. Congress may even in- 
crease the tax on incomes from stocks and 
bonds without hurting the farmer, but a re- 
enactment of the excess-profits tax, which 
paralyzes efficiency, enterprise and initiative, 
would be distinctly harmful to all sections of 
the country and to farmers, business men, and 
wage workers alike. 

These figures on government expenditures 
have a direct relation to investors. They mean 
that the present demand for non-taxable bonds 
will continue. A statistical study of the situa- 
tion leads one to believe that higher taxes are 
here to stay, and that it will be a real feat to 
keep them down to present figures. 

(Continued on page 29) 





ERSONAL Service corporations will 
Pi: the taxable year beginning, January 1, 

1922, be placed upon the same federal in- 
come tax basis as other corporations. Since 
1917 they have been classed with partnerships, 
each member being subject to tax on his dis- 
tributive share of the profits regardless of 
whether actual distribution was made or not. 


When the excess-profits tax was imposed in 
1917, it was considered advisable to distin- 
guish personal service from ordinary corpo- 
rate organizations in order to avoid placing 
an excessive burden upon incorporated per- 
sonal service firms. Since the excess-profits 
taxes were based on capital invested in a busi- 
ness, the imposition of the tax would have re- 
sulted in a great hardship if collected at the 
usual rate from corporations that needed only 
a small or nominal capital for production of 
income, the returns coming chiefly from serv- 
ices rendered by members and stockholders. 


The 1917 and 1918 Acts provided relief. 
Section 209 of the i917 Act levied a tax of 8% 
on the net income of personal service corpora- 
tions in lieu of the regular excess-profits tax 
rates. A $3,000 exemption was allowed to do- 
mestic corporations where the trade or busi- 
ness had no invested capital, or not more than 
anominal capital. It was by the 1918 Act that 
personal service corporations were put in the 
same classification as partnerships with refer- 
ence to the taxability of income. It was neces- 
sary to set up a definition of what constituted 
such a corporation. While no definite and 
conclusive tests could be prescribed for final 
determination in advance of an examination of 
a corporation’s balance sheet, a personal serv- 
ice corporation was defined as one, the income 
of which is derived from a profession or busi- 
ness where income arises primarily from per- 
sonal services of the principal owners or stock- 
holders, and for which the employment of 
capital is not necessary or is only incidental. 
A corporation receiving 50 per cent or more of 
gross income from trading as a principal 
source could not qualify. Types of incor- 
porated firms which have classified as per- 





New Tax Status for Personal 
Service Corporations 


sonal service corporations are those engaged 
in engineering, architecture, law, insurance, 
commercial schools and incorporated agencies. 
When the excess-profits tax was abolished 
there was no particular reason why the dis- 
tinctions between various types of incorpo- 
rated firms should be continued and accord- 
ingly personal service corporations by the Act 
of 1921 are placed on the same basis as other 
corporations, effective January 1, 1922. 
Those who drafted the Acts of 1918 and 
1921 were not unaware that in classifying per- 
sonal service corporations with partnerships 


they were acting on a questionable principle . 


of law. In declaring that the corporation 
itself shall pay no tax, but only the members 
or stockholders on their distributive shares, 
the nature of the corporate entity, recognized 
as fundamental in American corporation law, 
is practically disregarded. The stock divi- 
dend case, too (Eisner vs. Macomber), has 
laid down certain principles which have 
raised a doubt as to whether the provisions 
relating to personal service corporations in 
the 1918 and 1921 Acts would be held valid 
if made the subject of litigation. 

Therefore, to avoid the possibility that they 
would not be taxed at all if such provisions 
are ever held invalid, the present Act, section 
1332, provides that in such cvent personal 
service corporations will be taxed in 1918, 
1919, 1920 and 1921 in the same manner as any 
other corporation, being subject to both nor- 
mal and excess-profits taxes. The advantage 
derived by allowing the members to be taxed 
as partners in past years would then be lost. 


Calendar Year Basis 


For members and stockholders of personal 
service corporations whose taxable year ended 
December 31, 1921, the change caused no 
great difficulty in the computation of the tax. 
Such taxpayers reported for 1921 the distribu- 
tive share cf profits received or due for 1921 
and paid normal and surtax thereon. Then 
in 1922 what they received as stockholders 

(Continued on page 30) 
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| TAX EVENTS AT WASHINGTON | 


HEAVY TAX ON UNDISTRIBUTED 
PROFITS PROPOSED 


Many corporations that have since 1916 ex- 
panded their business by reinvesting a part of 
the earnings will be hard hit if a bill intro- 
duced into the Senate by Senator Brookhart 
of Iowa, (S. 4547) becomes a law. 

It provides for a tax retroactive to 1917, on 
that portion of the net income not distributed 
in the form of cash dividends, in excess of a 
special credit of $3,000, at the following rates: 


“Ten per cent of the amount of such excess 
not exceeding $20,000. 
‘Twenty per cent of the amount of such ex- 
cess not exceeding $100,000. 
' “Thirty per cent of the amount of such ex- 
cess not exceeding $200,000. 


“Fifty per cent on all of such excess above 


$200.000.” 


It is provided that if subsequent to levy of 
the tax on undistributed profits, any of the 
profits so taxed are paid out in cash dividends, 
then the corporation shall be entitled to credit 
upon its next tax return for tax paid on the 
portion distributed. | ? 


BILL TO LIMIT LOSS 
DEDUCTIONS 


The Mills bill, designed to limit deduction 
on individual income tax returns on amount 
of capital losses to 12% per cent, awaits action 
of the Senate, as it has been passed by the 
House. Such a measure has the approval of 
Secretary Mellon. The Revenue Act of 1921 
provided that tax on capital gains in the case 
of property acquired and held by taxpayers 
for profit or investment for more than two 
years should be limited to 12% per cent. No 
similar limitation was placed on capital losses 
with the result that, whereas under the pres- 
ent provisions, the taxpayer is permitted to 
limit the tax on gains derived from the sale of 
capital assets, he is allowed to deduct in full 
from his taxable income his net losses result- 
ing from the sale of capital assets during the 
taxable year. 


It is apparent that since choice as to when 
losses and gains may be taken are wholly with 


- the taxpayer the’ government has been the 


loser. 


HOUSE RATIFIES TAX-FREE 
SECURITIES AMENDMENT 


By vote of 233 to 101 the House passed the 
resolution of Representative Green, of Iowa, 
which would amend the Constitution so as to 
prohibit the further issuance of tax-free se- 
curities. The resolution reads as follows: 

Resolved by the Senate and House of Rep- 
resentatives of the United States of America in 
Congress Assembled (two-thirds of each house 
concurring therein) 


That the following article is proposed as an 
amendment to the Constitution of the United 
States, which shall be valid to all intents and 
purposes as part of the Constitution when rati- 
fied by the legislatures of three-fourths of the 
several states. 


Article 


Section 1. The United States shall have 
power to lay and collect taxes on income de- 
rived from securities issued, after ratification 
of this article, by or under the authority of the 


United States or any other state. 


Section 2. Each state shall have power to 
lay and collect taxes on income derived by its 
residents from securities issued after ratifica- 
tion of this article, by or under authority of 
the United States; but without discrimination 
against income and in favor of income derived 
from securities issued after the ratification of 
this article, by or under authority of such state. 


PROPOSED REDUCED TAXES FOR 
NONRESIDENT ALIENS 


Another bill which has been introduced into 
the House would amend section 210 of the Rev- 
enue Act of 1921 so as to provide that a non- 
resident alien who is a resident of a contiguous 
country would be subject to a tax of only 4% 





of the first $4,000.00 in excess of credits on the 
net income attributable to compensation for 
labor or personal services performed in the 
raztced States. The abi tanaDle ifcutas if OX- 
cess of such amount would be subject to the 
normal tax of 8%. It is also provided that a 
nonresident alien who is a resident of a contig- 
uous country would be entitled to the same 
credit for dependents as allowed in the case of 
a citizen or resident of the United States. 


' EXCESS-PROFITS TAX BROUGHT 
BEFORE THE HOUSE 


For the ostensible purpose of providing ad- 
justed compensation for veterans of the World 
War, Representative James A. Frear of Wis- 
consin has introduced a bill—(H. R. 13659) 
into the House which to provide compensa- 
tion funds would re-enact the war-profits and 
excess-profits tax and also place a tax upon 

undistributed profits of corporations. 

' It is understood that the measure will not be 
pressed at the present session and in view of the 
fact that President Harding does not seem dis- 
posed to summon an extra session of Congress, 
the bill has little likelihood of becoming a law. 
It is doubtful whether Congress could pass a 
tax on past accumulated surplus which would 
be constitutional. 


TO TAX CERTAIN EXCHANGES | 
WHICH ARE NOW TAX FREE 


One of the “door-closing” bills (H. R. 
13774) introduced by Mr. Green of Iowa, has 


passed the House and now awaits the action of — 


the Senate. 
This is a bill designed to stop an income 
tax revenue leak which has resulted from the 
possibility of exchanging property under cer- 
tain conditions tax-free. Previous to passage 
some amendments to the bill as originally 


drafted were made. As it goes to the Senate for — 


action, the bill will treat as closed transactions 
exchanges of property held for investment 
where such property includes stocks, bonds, 
notes, choses in action, certificates of trust or 
beneficial interest or other securities or evi- 
dence of indebtedness or interest, providing 
the property received in exchange has a fair 
market value. Real estate trades are specifi- 
cally exempted. If the bill becomes a law it 
will not affect taxes for 1922. 
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REFUND BILL DOOMED BY 


SENATE AMENDMENT 

A bill has heen nassed hv the House (H R. 
13775) and sent to the Senate, designed to re- 
move any doubt as to the right of a taxpayer 
to file a claim for refund or credit in connec- 
tion with any additional tax he may have paid 
after the five year limit from the date when the 
return, on which the additional tax was based, 
was due. 

As received by the Senate, the bill also 
limited the period within wfiich a.claim could 
be honored to one year from the time the tax 
was paid or the claim filed. 

The Senate Finance Committee consider- 
ably altered the bill as received from the 
House, extending the time limit within which 
claims for additional taxes could be allowed 
to two years, instead of one, as provided by the 
House bill. A rider was attached authoriz- 
ing collection of all income taxes on income 
received by enemy aliens or by corporations 
controlled by enemy aliens or enemy alien 
corporations. 

The Senate amendment would legislate to 
make clearly possible the collection of the 
back taxes by distraint on the funds in the 
Treasury realized from the sale of enemy 
alien property upon which taxes are due. 

Information from Washington is that the 
House will refuse to accept the amendment 
affecting alien property trusts, and that the 
bill as a whole will be allowed to die in con- 
ference. 




















Time Extension for Corporation 
Reports 






A general extension of time has been 
given to corporations who file returns 
on a calendar year basis and to those 
who file returns on a fiscal year basis 
ending January 31 and February 28, 
the extension being until June 15. 

This extension of time to corpora- 
tions, however, is made upon the gen- 
eral condition that a tentative return 
must be filed on or before March 15, 
together with at least one-fourth of the 
estimated amount of taxes due. The 
closing date for all returns, as above 


stated, except corporation returns is 
March 15. 
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“Congressman Henry T. 
Rainey, addressing a group 
of farmers at Urbana, in- 
formed them that 15,000,- 
000 persons are supported by tax money in 
this country. That, says the Chicago Daily 
News, is an amazing indictment, probably 
exaggerated. Nevertheless, it states one of 
the most serious problems confronting the 


Where Our 
Taxes Go 


‘country today. The Congressman finds that 


there are on Federal and State payrolls, in- 
cluding pensioners, 3,350,000 persons. He 
assumes that with their dependents these con- 
stitute an army of 15,000,000. The number 
of dependents allowed for is probably ex- 
cessive, but even if the total were but 10,000,- 
000, the problem remains the same. Sixty- 
five years ago Federal taxes were 46 cents per 
capita; today they are $30 per capita. The tax 
bill of the State of Illinois for 1921 was $623,- 
467,000. Of this total the Federal government 
took 62 per cent, or $388,000,000; municipali- 
ties and local taxing bodies absorbed more 
than $216,000,000; leaving but $19,000,000, or 


3 per cent, of taxes received for the state 


government. 

“Tn the face of these figures we continue to 
create government bureaus, departments and 
corporations, to federalize business and add to 
the national tax burden. What is the end of 
this amazing inflation of bureaucracy? The 
Budget Bureau has made a beginning at reme- 
dying this situation, a splendid beginning in 
view of the bitter opposition encountered, yet 
petty by comparison with what might be done 
if the blight of: politics could be removed from 
governmental appropriations and expendi- 
tures. If true patriotism and genuine economy 
could characterize all the functions and activi- 
ties of the Federal government, we could pay 
off our war debt in the next ten years, whether 
or not Europe pays anything that ad owes 
to us.’ 


One-sixih of the- national 
income of the United States 
went into taxes in 1921. 
This is the conclusion of a 
report made by the Na- 
tional Industrial Conference Board. ‘The 


Taxes One- 
sixth of 
Earnings 





tax bill in the United States is fast making 
inroads on the surplus necessary for economic 
progress,” the report declared, “and threatens 
materially to hamper our growth, especially 
in view of the uninterrupted rise in local gov- 
ernment taxes.” 

Regarding the growth of taxation, the con- 
ference report said: 

“In the fiscal year 1913-1914 taxes paid to 
national, state, and local governments in the 
United States represented 6.4 per cent of the 
national income. By 1919-1920 the ratio had 
grown to 13 per cent, and by 1920-1921 to 14.3 
percent. In the calendar year 1921 one-sixth 
of the current national income was diverted 
into tax channels for the‘support of govern- 
mental bodies in the United States. 

“Before the war, state and local taxes had 
been growing faster than federal taxes, and 


. federal taxation constituted but three-tenths 


of total taxation. In 1919, however, federal 
taxation constituted over three-fifths: of total 
txation and in 1921 federal taxes amounted to 
slightly more than one-half of the national | 
total.” ihiaiaaiinsia a 


The American people’s war 


U.S. Tax and post-war tax bill has 
Bill Over totaled $25,264,158,536, 

24 Billion which is a greater amount 
than the present public 

debt. This information was revealed in the 


report of the House Appropriations Commit- 
tee on the third deficiency apropriation bill, 
which provides for $78,655,000 for the refund 
of taxes erroneously collected. 

Of the total amount of taxes collected dur- 
ing and since the war, $1,606,905,343 has been 
collected through additional assessments and 
through collections resulting from office audits 
and field investigations. The committee re- 
duced the budget estimate by $3,388,778. 
Among other items eliminated was a $400,- 
000 supplemental appropriation for the 
Federal Coai Commission, which received 
$200,000 when it was established. Two pre- 
vious deficiency bills for this purpose have 
been enacted—that of July 1, 1922 for $28,- 
122,500 and the other January 22, 1923 for 
$42,430,000. 


A Model Income Tax 


A model income tax ordinance to be used as 
a basis for future income tax legislation in the 
British colonies, where such a tax is not now in 
force, has recently been completed. 


It is the work of a special committee ap- 
pointed by the British government and repre- 
sents conclusions based on many years of ex- 
perience in raising revenue on the basis of in- 
come. | 

It is interesting to note that, instead of 
closely following the British Income Tax 
Law, departures have been made which are in 
line with income tax provisions in the United 
States. 
that instead of making the tax levy on a three- 
year average system, as is the British practice, 
that the profits for the preceding year be the 
basis for assessment. This basis, says the Com- 
mission, has the great advantage that tax is 
payable on a profit in the year following that 
in which the profit is made, and not in part, 
two or ‘even three years later, as under the 
three-years’ average system. 


Occasionally the British three-year average 
system has been pointed to as a model for this 
country. The report of the British commis- 
sion is evidence that the three-year average 
basis of figuring profits is not wholly satis- 
factory. 

Where the base of assessment is that of the 
profits of the preceding year, the question at 
once arises as to some provision for setting off 
losses against future profits. Recognition of 
the justice in this connection of allowing for 
trade losses is taken, but the concession of car- 
rying forward losses should be restricted, in 
the opinion of the Commission. 


It is therefore recommended that to the ex- 
tent that a loss incurred in any year cannot be 
wholly set off against the taxpayer’s other in- 
come for that year, the loss shall be carried 
forward to be set off against his “chargeable” 
income for the next year, and if necessary, the 
same process shall be repeated in each of the 
four succeeding years. This is subject to the 
condition that in no one of those years shall the 
deduction on account of this loss be allowed to 
an amount which would reduce the amount of 


Editorial Review 


For example, the committee advises . 


tax payable for any year to less than half the 
amount of tax which would have been payable 
if no deduction had been made for such loss. 
Under exceptional circumstances a taxpayer 
may under this system incur a loss, the whole 
of which may not be set off against profits. 


It is not clear from the text of the model 
ordinance whether capital gains are to be 
taxed or capital losses allowed. No specific 
reference is made to capital gains nor is there 
any reference to the exclusion of credit for 
capital losses under the title “Deductions not 
to be allowed.” 


Gains and losses under the British law. are 
recognized only when they accrue with re- 
spect to the stock-in-trade of a dealer. It is, 
therefore, a reasonable assumption that. the 
model ordinance for the colonies presupposes 
that assessment is not to be made on capital 
gains, nor losses on capital account deducted. 


Such being the case the colonies which 
adopt the model law may avoid a perplexing 
problem that is yet to be settled in our income 
tax legislation. Whether the taxpayer may 
consider it a boon or a misfortune, the limit on 
taxation of capital gains to 12%4 per cent and 
the allowing of full deduction for capital loss 
works out decidely to the disadvantage of the 
United States treasury. 


Other provisions of the model income tax 
ordinance for the British colonies, with a few 
exceptions, are similar to those of the United 
States Federal Income Tax Law. 


Mellon’s Report on Surplus 
Penalties — 


The Senate recently adopted a resolution re- 
questing Secretary Mellon to furnish names 
of companies penalized during 1922 under 
section 220 of the Revenue Act of 1921. 
This section provides for a special 25 per cent 
tax on the income of corporations in case the 
Commissioner certifies that the surplus accu- 
mulations are unreasonable for the business, 
and are made for the purpose of preventing 
impositions of the surtax upon its stock- 
holders. The resolution was instituted by 
Senator Brookhart of Iowa. It was based on 
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figures secured from the Federal Trade Com- 
mission regarding the amount of stock divi- 
dends declared in 1922. 


In his reply to the Senate, Secretary Mellon 
stated that the returns for the taxable year 
1921 were not received by the Bureau of In- 
ternal Revenue until March, 1922, and that, 
because of the heavy task of disposing of the 
accumulation of returns from 1917, 1918, and 
1919, returns for the year 1921 have not yet 
been audited. With reference to the returns 
for 1922, to which Senator Brookhart’s resolu- 
tion particularly applied, Mr. Mellon ex- 
plained that returns for that year were not due 
until March 15 of this year. 


Detailed exposition was made of the mean- 
ing of Section 220, and of the possibilities of 
its application in practice. Attention was 
called to the fact that large surpluses are not of 
themselves evidence of a purpose to escape the 
surtaxes, that the declaration of stock divi- 


‘dends has no significance under this section by 


reason of the fact that where the section ap- 
plies the Department can proceed with its en- 
forcement just as well after a stock dividend 
has been declared as before. 


Secretary Mellon took occasion to point out 
that the receipt of a stock dividend by itself 
has no effect upon the tax liability of the re- 
cipient, since the holder of stock of a corpora- 
tion after the receipt of such a dividend has al- 
together no more value than he had before. 
The penalty under Section 220 cannot be im- 
posed until the Commissioner has certified in 
the light of data from income tax returns that 
the accumulation in any case is unreasonable 
for the purpose of the business. Since no audit 
has been made of 1921 or 1922 returns, no oc- 
casion has been given, said Mr. Mellon, to 
invoke the penalty against corporations im- 
posed by Section 220. 


Secretary Mellon has shown commendable 
interest in enactment of corrective measures to 
stop revenue losses on account of tax-free se- 
curities, nontaxable property exchanges and 
other convenient forms of escape from tax- 
ation. His sincerity, therefore, in presenta- 
tion of the Department’s case in respect of the 
assessments of penalties against surplus ac- 
cumulations cannot honestly be challenged. 


There is, however, a general feeling that 
those companies which have by stock issues 
capitalized huge surpluses have made them- 
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selves conspicuous targets for the Bureau of 
Internal Revenue when the audit of 1921 and 
1922 permits analysis of such accumulations 


Refunds Drain Treasury 


Congress has been asked to appropriate 
$78,655,000 additionally for repayment of 
taxes illegally collected. The Bureau of In- 
ternal Revenue has indicated that approxi- 
mately $25,000,000 of this amount will be 
used for refunding purposes between now and 
June 30. 

Receipts from collections of back taxes will 
offset somewhat the increase to the treasury 
deficit for the fiscal year which, exclusive of 
refund appropriations, it is estimated, will be 
about $92,000,000. Collections of back taxes 
have amounted to approximately $30,000,000 
a month since the Treasury Department began 
its campaign last July for collections. 


‘“‘An income tax can only be fair in its 
incidence as between different classes 
and individuals so long as the law is so 
drawn, and the machinery for its en- 
forcement is so efficient, a$ not to allow 


any substantial amount of income to es- 
cape the tax. The taxpayer has really 
as much interest as the Government in 
preventing evasion.”—Report of Brit- 
ish committee on Colonial income tax. 


In view of this increase in back tax collec- 
tions, the increased refunds are not regarded as 
a blow at the Treasury. The ratio of back 
taxes collected to tax refunds during the cur- 
rent fiscal year will be nearly three to one, 
officials estimate. Increases in the refunds 
are attributed to perplexing changes in the tax 
laws and to the unsettled state of interpreta- 
tions of the law immediately after the war. 
Since then decisions have cleared the situation. 


In the current fiscal year from June 30, 
1922, to June 30, 1923, the total of refunds will 
be less than $100, 000,000, it is predicted. The 
additional appropriation of $78,655,000 for 
refunds, if Congress accedes to the request, 
will bring appropriations for that purpose 
during the current fiscal year to nearly $150,- 
000,000. 
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DIRECTORY, BY STATES AND CITIES, OF FIRMS ENGAGED IN 
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SAN FRANCISCO 


M-lntosnCowan «Co. 
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WASHINGTON 
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Practice in all Courts and Departments 
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1007-1011 Woodward Building 
WASHINGTON, D. C. 
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Certified Public Accountants 
Income Tax Advisers 


203 S. Dearborn Street 
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Telephone Harrison 9606 


Telephone Central 0907 


C. W. Turner & Company 


ACCOUNTANTS AND AUDITORS 
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76 West’Monroe Street 
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OHIO 
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Carbaugh & Lewis 
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Auditors 
Hickox Building 
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Biele, Hartline & Co. 


“White Building 
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Systematizers 


OHIO 4 
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Practice confined to Federal Income 
and Profits Taxes 


Cleveland Discount Building 
CLEVELAND, OHIO 


OREGON 
PORTLAND 


M‘lvrostCowanaCo 


Certiriep Pustic Accountants 
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WHEN WILL INCOME TAXES BE 
REDUCED? 
(Continued trom page 21) 


Many people believe that owing to the 
improved conditions, money will be much 
higher, and that bonds will decline in price 
during the next few months. This may be 
true, but I seriously doubt it. Although the 
Babson chart stands today at 3 per cent above 
normal, which would ordinarily signify that 
we are entering another period of inflation, a 
statistical study strongly suggests that this 
present optimistic figure is only temporary. 
The great readjustment, which started over 
two years ago, is only about 60 per cent com- 
plete. My prediction is that bond prices in 
1923 will average about the same as the bond 
prices in 1922, and the “tax-exempts” will fol- 
low the general market. 

It will be safest for investors to count on 
present high taxes continuing, even if Con- 
gress has sense enough not to re-enact an ex- 
cess-profits tax. 

The chances are only aun one to ten for 
the enactment of another excess-profits tax. 
Although LaFollette and his group are talk- 
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IF DIRECT MAIL IS one of the foundation stones of your Sales Campaign 
----the best Mailing Lists money can buy will bring the greatest results. 


POLK’S LISTS are built to fit your individual requirements---- DIRECTORIES 
are ‘foundation stones” for good LISTS. 


CATALOG with data on thousands of lists mailed free. Also suggestions on 
Get the benefit of our years of experience doing 


R. L. POLK & CO. 


America’s Foremost Directory Publishers 
and Mailing List Compilers 


Complete Service for Direct Mail Advertisers 
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passed in 1924. If ‘the friends of the bonus 
turned to an excess-profits tax for raising the 
money, it would be hard to beat. 





SENATE APPROVES STATE TAX 
ON NATIONAL BANKS 
(Continued from page 20) 


other source, the rate of tax which Boston 
would have levied would have been but six 
per cent of the income. 

The Richmond decision, on the basis of 
which national banks have brought suit for 
recovery of certain -taxes collected, has 
threatened hardship to many small com- 
munities. Taxes sought to be recovered have 
been collected by the various states and dis- 
tributed to the cities and towns for use in local 
government. If these amounts were refunded 
it would be necessary that money be raised by 
new forms of taxation. Pressure, therefore, 
has been strong upon Congress to come to the 
rescue of states in their predicament, and the 
Kellogg-Wadsworth bill was the result. 


CHICAGO, ILL. 
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NEW TAX STATUS FOR PERSONAL 


SEK ViCk CORPORATIONS 
(Oanmaned from peas ZS} 


will be dividends, the corporation paying the 
12'4% normal corporate tax and the stock- 
holders being subject only to surtax in their 
return this year. 

In many instances, however, the corpora- 
tion taxable year is its fiscal year-ending some 
time in 1922. This means for part of its tax- 
able year in 1921 that it is taxable under the 
old method; the corporation paying no tax 
and the stockholder paying as a partner on his 
distributive share, while for the part extend- 
ing into 1922 the new method of taxation as 
an ordinary corporation begins. 

In that case amounts distributed in 1921 
are to be reported as income for that year and 
stockholders of record on December 31, 1921, 
are taxable on their distributive shares for the 


difference, if any, between such distributive - 


profits and the portion of the corporate net 
income assignable to the calendar year 1921. 
The balance of the corporate net income for 
its fiscal year, assignable to 1922, will be taxed 
to the stockholders only in the event that it 
is distributed and then it will constitute divi- 


PAUL 
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dends when received. suhiect to surtay, an 


which the corporation will have already paid 
the PIA. rarnnrate tay. 


DEFICIENCY APPROPRIATION 
ACT 


For the purpose of refunding taxes illegally 
collected, an act was approved January 22, 
which provides for a deficiency appropria- 
tion of $42,430,000.00. This will be available 
to meet claims which have been filed and ap- 
proved by the proper officials. 








Directory of Dealers in Investment 
Securities 





——_— 


SMITH, MOORE & CO. 
Investment Securities 
509 Olive Street 
ST. LOUIS 


Bell Olive 5225 Kinloch Central 1876 


STICH 


INCOME 
TAX 
SPECIALISTS 


ROCKFORD, ILL. 





Machines in All Widths of 


Rental Applied on Purchase 
Carriages — Styles of Type 


—Anu Laliguages— 
| Adding Machines | < 
j Check Protectors 


MANUFACTURERS TYPEWRITER eats ec Phone Central 603¢—Aak for City Salee Deparment 





TYPEWRITERS 





Established 1901 







SOLD RENTED 
REBUILT REPAIRED 
ALL MAKES 
Coronas Smiths Royals 


Underwoods Remingtons 
Olivers IMionarchs Noiseless 


Call CENTRAL 6034 
Export -Wholesale - Retail 





Marcu, 1923 


THE NATIONAL INCOME TAX MAGAZINE 


| | Communications from Readers | idk Readers | How Muc h 


Income Taxes and the 


Taxpayer 
Editor: 
I have read with interest the first 
number of the National Income Tax 
Magazine and am glad that someone 
has at last had the initiative to start 
the publication. of a monthly devoted 
to the discussion and explanation of 
the many and complicated problems 
connected with the present Federal 
and State income tax laws. 

If you will, from time to time 
publish articles clarifying some of the 
provisions of the laws that are more 
or less of a mystery to the average 
taxpayer, and write such articles in 
language which can be readily under- 
stood, I am sure that your magazine 
will not only have a large circulation, 
but you will also be rendering a real 
service not only to the taxpayer but 
to the Government as well. 

I have had considerable experience 
in income tax matters during the last 
six years, both in connection with the 
preparation of returns and in render- 
ing advice and suggestions on various 
tax matters, and I have found that in 
almost every case the taxpayer wants 
to be honest in the making up of his 
return, but will not devote the time 
to go into the provisions of the law 
as it affects him and consequently 
makes errors and omissions which are 
costly to him when his report is 
checked and audited and which could 
have been eliminated in large measure, 
had he put the same amount of care 
and study on the subject that he 
would have used had he been engaged 
in the preparation of some document 
that was more to his liking. 

It is strange that a man will spend 
evening after evening reading stories 
in the current magazines, but will not 
spend an honest hour in reading the 
page of instructions and explanations 
accompanying the Federal and State 
income tax return forms. 


If the taxpayer would only realize 
that most of the problems before him 
can be smoothed out with careful 
reading and a little advice, and would 
endeavor conscientiousiy to prepare 
his own return as suggested in the 
form itself, taking it to the expert 
for review or assistance if in doubt, 
the country at large would understand 
the situation better, and the public 
would educate itself to the point 


where many of the present difficulties 
would entirely disappear. 

Another phase of the situation in 
which your publication can be of great 
assistance and real helpfulness is in 
the matter of the attitude of the aver- 
age individual toward the Govern- 
ment and the officials and agents of 
the Income Tax Division of the 
Treasury Department. I refer now 
to Federal income taxes. 

It is a peculiar circumstance that 
a man may be patriotic in all other re- 
spects, but as soon as income taxes 
are mentioned, the Government, in 
his mind, assumes the position of a 
tyrant, ever on the watch to harass 
him and to make the situation as in- 
tolerable as possible for him. Of 
course none of us like to pay income 
taxes, and everyone would welcome 
lower rates, but the Government must 
be supported and when we look into 
the conditions in other countries we 
do not fare so badly after all. As to 
the actual administration of the law, 
the taxpayer, after he has had a little 
experience with the checking and 
auditing of income tax returns, will 
find that the Government not only 
tries to be fair, but is anxious to help 
the taxpayer with his problems. 

It seems to be quite the usual thing 
when an agent calls on the taxpayer 


- for the purpose of a field audit of his 


return, to treat him (the agent) not 
only with absolute discourtesy, but to 
look upon him as someone who is tak- 
‘ing up: valuable time and who is sent 
to annoy the taxpayer and to pry into 
his affairs in the hope that some error 
can be charged against him. 

If the taxpayer would only meet 
these agents half way and assist them 
in their werk, giving them as much in- 
formation and data as possible, many 
misunderstandings which lead later on 
to erroneous additional assessments 
could be explained away and the tax- 
payer thereby saved much annoyance 
and expense, for which no one is to 
blame but himself. 

In conclusion I trust that your 
magazine may reach a large propor- 
tion of taxpayers, both individual and 
corporation, and that it may lead to a 
better understanding between the 
Government and the individual and a 
clearer knowledge of the law by all 
classes of taxpayers. 

R. S$. Van Schaick, 
20 Broad St., New York. 


Should Your 
Dollar Earn? 


~ Those dollars you have worked 
hard for and laid by—how 
much should they earn for you? 


Seventeen years ago Roger W. 

Babson discovered that a defi- 

nite law governs securities and 
their earning power—a law 
that enables ~ ou to figure in 
advance whether the price of 
your securities will be higher 
or lower—whether the compa- 
nies back of them will be 
stronger or weaker—whether 
they will earn more or less. 


Babsons 


REPORTS 


These ee have been 
worked out into what has 
come to be known as the Bab- 
son Method—a plan that is fol- 
lowed today by more than 
10,000 of the keenest execu- 
tives; a plan that enables them 
to enjoy half again to twice the 
usual return without the risk, 
worry or loss of time involved 
in ordinary investment and 
speculation. 


Principle Holds True 


This is the method followed now 
by men investing hundreds of 
thousands but the principle 
applies to every single thou- 
sand dollars of investment. 


Write for Booklet 


You will find the 
whole story— 
principles and 
all—in the book- 
let, “‘Getting the 
Most From Your 
Money.”’ 


Tear Out the 
Memo 


—now—and hand 
it to your secretary 
when you dictate 
the morning's mail. 
No obligation. 


seesceessess: Clip off here ieseacesasaces 


Memo for Your Secretary 


Write Babson’s Statistical Organization, 
Wellesley Hills, 82. Mass., as follows: Please 
send me Booklet C60 


“Getting the Most From You: Money,’ gratis. 
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| When You Refer to the Old Tax Laws 


—du yuu lave iu speud time searcuing Uurvugu T 
many separate publications and then not be sure 

that you have found all the law, regulations, 

rulings, and court decisions bearing on your 

point? Or do you have at hand-a copy of 


CONSOLIDATED 


United States Income Tax Laws . 
Statutes, Regulations, Rulings, Cases ee NSOLIDAT ED 


By KrxMILter anp Baar I~ N ITE D ST ATE - 
This new 1,500-page book groups together the corresponding sec- COM E T 7%, 4 LAW 


tions of all the six United States Internal Revenue Acts, with Regula- ene olan 
tions, Treasury Decisions, Rulings and Court Cases, applicable in each STATUTES - REGULATION? 
section, from the Act of 1909 to the Act of 1921, inclusive. It is just [ _ Ss 
off the press and is complete to October 1, 1922. . SS ULING S CASE 
With the Act of 1921 as the basis, the differences and similarities 
in all the older laws are made plain by the use of different type faces 
which facilitate easy and accurate comparison. You can immediately 
find all the laws and regulations, all the rulings and court decisions 
on any point—every instance where your question is involved in 


every Act. 
Even Under the New Law 


You often want to know whether certain questions not specifically answered in the 
Act of 1921 were covered under a previous Act. This new book is the one tax law 
source where, in connection with present tax law, you get former tax law for quick, 
complete, and accurate comparison—not just a few selected authorities. But you 
instantly see for yourself whether your point has reference to other laws. 
here is no other place to find all the laws and regulations, including the Act 

of 1921 and Regulations 62, together with rulings and court cases in which the old 
laws and regulations are involved. This new source book alone affords practical 
facility for complete and accurate comparisons. It is a permanent and convenient 
storehouse of tax'law facts, with everything on one point in one place—and a good 
place for your own permarfent notations. 

In every way humanly possible this one book meets your need for a complete. 
well-classified and thoroughly indexed encyclopedia of tax-law information. 


This New Book Contains: 


I. A consolidation of: 
Act of 1921 Act of 1917 Act of 1913 


Act of 1918 Act of 1916 Act of 1909 S ME cs 
II. Also a consolidation of: SSS RCE CLEARIN G: 
Regulations 62 (relating to Act of 1921). == 
Regulations 45 (covering Act of 1918). 
Regulations 41 (relating to War Profits Tax Act of 1917). 
Regulations 33 (revised) (relating to Acts of 1917 and 1916). 


Regulations 33 (relating to Act of 1913). 1,500 es—Bound in Heavy Law Buckram 
Also all Treasury Decisions not incorporated in above regulations. . Pag y 


Also a consolidation of all Unofficial Rulings and Income Tax Cases: e 
A digest or reference number of all unofficial rulings, showing how they | r 1Cceé 
apply either to the law or regulations; and a digest or a citation of all 9 
court decisions applying to aii of the laws. (Included with Unabridged Service at $15.) 


This Is in Reality a Low Priced Book 


Cli Some books are expensive at a price of ‘one dollar, others 
|p are inexpensive at a hundred dollars. The price of this book 


“ is low in view of the cost of compilation and particularly in 
This view of the time it will save you. Examine it before pur- 
chase. Use the coupon, ; 


Coupon Commerce Clearing House 
Sa INCOME TAX SERVICES 


NEW YORK CHICAGO.” WASHINGTON, D.C, 
256 Broadway 20 E. Jackson Blvé. 806 Union Trust Bldg. 
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EXAMINATION ORDER BLANK 


‘COMMERCE CLEARING HOUSE 


Send me for 10 days’ examination your CONSOLIDATED UNITED 
iTATES INCOME TAX LAWS by KixMiller and Baar. If I do not 


eturn this book within 10 days after receipt, I will send you the 
‘urchase price. 


Signed 
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